
 

INFORMATION INCORPORATED BY REFERENCE INTO PART II

EXHIBIT 99.1

RISK FACTORS

RISKS RELATING TO OUR BUSINESS

WE OPERATE IN A HIGHLY COMPETITIVE ENVIRONMENT WHICH COULD MAKE IT MORE
DIFFICULT FOR US TO ATTRACT AND RETAIN BUSINESS.

      The reinsurance industry is highly competitive. We compete, and will continue to compete, with major U.S. and non-U.S. reinsurers 
and certain underwriting syndicates and insurers, some of which have greater financial, marketing and management resources than we 
do. In addition, we may not be aware of other companies that may be planning to enter the reinsurance market or existing reinsurers that 
may be planning to raise additional capital. Moreover, Lloyd’s of London, in contrast with prior practice, now allows its syndicates to 
accept capital from corporate investors, which may result in such syndicates becoming more competitive in our markets. Competition in 
the types of reinsurance business that we underwrite is based on many factors, including premiums charged and other terms and 
conditions offered, services provided, financial ratings assigned by independent rating agencies, speed of claims payment, reputation, 
perceived financial strength and the experience of the reinsurer in the line of reinsurance to be written. Increased competition could 
cause us and other reinsurance providers to charge lower premium rates and obtain less favorable policy terms, which could adversely 
affect our ability to generate revenue and grow our business. 

      We also are aware that other financial institutions, such as banks, are now able to offer services similar to our own. In addition, we 
have recently seen the creation of alternative products from capital market participants that are intended to compete with reinsurance 
products. We are unable to predict the extent to which these new, proposed or potential initiatives may affect the demand for our 
products or the risks that may be available for us to consider underwriting. 

      Although primary insurance presently represents a small portion of our business, the primary insurance business is also highly 
competitive. Primary insurers compete on the basis of factors including selling effort, product, price, service and financial strength. We 
seek primary insurance pricing that will result in adequate returns on the capital allocated to Hudson, our primary insurance business, and 
to some extent to our Newline syndicate. Our business plans for these business units could be adversely impacted by the loss of primary 
insurance business to competitors offering competitive insurance products at lower prices. 

      This competition could affect our ability to attract and retain business. 

OUR ACTUAL CLAIMS MAY EXCEED OUR CLAIM RESERVES CAUSING US TO INCUR LOSSES WE DID NOT 
ANTICIPATE.

      Our success is dependent upon our ability to assess accurately the risks associated with the businesses that we reinsure or insure. If 
we fail to accurately assess the risks we assume, we may fail to establish appropriate premium rates and our reserves may be inadequate 
to cover our losses, which could have a material adverse effect on our financial condition or reduce our net income. 

      At March 31, 2001, we had net unpaid losses and loss adjustment expenses of approximately $1.6 billion. We incurred losses and 
loss adjustment expenses of $166.1 million, $383.9 million and $503.5 million for the years ended December 31, 1998, 1999 and 2000, 
respectively. 

      Claim reserves represent estimates involving actuarial and statistical projections at a given point in time of our expectations of the 
ultimate settlement and administration costs of claims incurred. We utilize both proprietary and commercially available actuarial models 
as well as historical reinsurance industry loss development patterns to assist in the establishment of appropriate claim reserves. In 
contrast to casualty losses, which frequently can be determined only through lengthy and unpredictable litigation, non-casualty property 
losses tend to be reported promptly and usually are settled within a shorter period of time. Nevertheless, for both casualty and property 
losses, 
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actual claims and claim expenses paid may deviate, perhaps substantially, from the reserve estimates reflected in our financial 
statements. In addition, because we, like other reinsurers, do not separately evaluate each of the individual risks assumed under 
reinsurance treaties, we are largely dependent on the original underwriting decisions made by ceding companies. We are subject to the 
risk that the ceding companies may not have adequately evaluated the risks to be reinsured and that the premiums ceded may not 
adequately compensate us for the risks we assume. If our claim reserves are determined to be inadequate, we will be required to increase 
claim reserves with a corresponding reduction in our net income in the period in which the deficiency is rectified. It is possible that 
claims in respect of events that have occurred could exceed our claim reserves and have a material adverse effect on our results of 
operations in a particular period or our financial condition. 

      Even though most insurance contracts have policy limits, the nature of property and casualty insurance and reinsurance is that losses 
can exceed policy limits for a variety of reasons and could very significantly exceed the premiums received on the underlying policies. 

UNPREDICTABLE CATASTROPHIC EVENTS COULD REDUCE OUR NET INCOME.

      Catastrophes can be caused by various events, including hurricanes, windstorms, earthquakes, hailstorms, explosions, severe winter 
weather and fires. The incidence and severity of catastrophes are inherently unpredictable. The extent of losses from a catastrophe is a 
function of both the total amount of insured exposure in the area affected by the event and the severity of the event. Most catastrophes 
are restricted to small geographic areas; however, hurricanes, windstorms and earthquakes may produce significant damage in large, 
heavily populated areas, and most of our past catastrophe-related claims have resulted from severe storms. Catastrophes can cause losses 
in a variety of property and casualty lines for which we provide reinsurance. Insurance companies are not permitted to reserve for a 
catastrophe until it has occurred. It is therefore possible that a catastrophic event or multiple catastrophic events could have a material 
adverse effect upon our net income and financial condition. 

CONSOLIDATION IN THE INSURANCE INDUSTRY COULD LEAD TO LOWER MARGINS FOR US AND LESS DEMAND 
FOR OUR REINSURANCE PRODUCTS.

      Many insurance industry participants are consolidating to enhance their market power. These entities may try to use their market 
power to negotiate price reductions for our products and services. If competitive pressures compel us to reduce our prices, our operating 
margins would decrease. As the insurance industry consolidates, competition for customers will become more intense and the importance 
of acquiring and properly servicing each customer will become greater. We could incur greater expenses relating to customer acquisition 
and retention, further reducing our operating margins. In addition, insurance companies that merge may be able to spread their risks 
across a consolidated, larger capital base so that they require less reinsurance. 

A CHANGE IN DEMAND FOR REINSURANCE COULD LEAD TO REDUCED PREMIUM RATES WHICH COULD 
REDUCE OUR NET INCOME.

      Historically, we have experienced fluctuations in operating results due to competition, frequency of occurrence or severity of 
catastrophic events, levels of capacity, general economic conditions and other factors. Demand for reinsurance is influenced significantly 
by underwriting results of primary insurers and prevailing general economic conditions. In addition, the larger insurers created by the 
consolidation discussed above may require less reinsurance. The supply of reinsurance is related to prevailing prices and levels of surplus 
capacity that, in turn, may fluctuate in response to changes in rates of return being realized in the reinsurance industry. It is possible that 
premium rates or other terms and conditions of trade could vary in the future, that the present level of demand will not continue or that 
the present level of supply of reinsurance could increase as a result of capital provided by recent or future market entrants or by existing 
reinsurers. 
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IF WE ARE UNABLE TO MAINTAIN A FAVORABLE FINANCIAL STRENGTH RATING, IT MAY BE MORE DIFFICULT 
FOR US TO WRITE NEW BUSINESS.

      Third party rating agencies assess and rate the claims-paying ability of reinsurers and insurers based upon criteria established by the 
rating agencies. Periodically the rating agencies evaluate us to confirm that we continue to meet the criteria of the ratings previously 
assigned to us. The claims-paying ability ratings assigned by rating agencies to reinsurance or insurance companies represent 
independent opinions of financial strength and ability to meet policyholder obligations, and are not directed toward the protection of 
investors. Ratings by rating agencies are not ratings of securities or recommendations to buy, hold or sell any security and are not 
applicable to the securities being offered by this prospectus. 

IF WE ARE UNABLE TO REALIZE OUR INVESTMENT OBJECTIVES, OUR FINANCIAL CONDITION MAY BE 
ADVERSELY AFFECTED.

      Our operating results depend in part on the performance of our investment portfolio. The ability to achieve our investment objectives 
is affected by general economic conditions that are beyond our control. General economic conditions can adversely affect the markets for 
interest-rate-sensitive securities, including the extent and timing of investor participation in such markets, the level and volatility of 
interest rates and, consequently, the value of fixed income securities. Interest rates are highly sensitive to many factors, including 
governmental monetary policies, domestic and international economic and political conditions and other factors beyond our control. 
General economic conditions, stock market conditions and many other factors can also adversely affect the equities markets and, 
consequently, the value of the equity securities we own. We may not be able to realize our investment objectives, which could reduce 
our net income significantly. 

WE MAY BE ADVERSELY AFFECTED BY FOREIGN CURRENCY FLUCTUATIONS.

      Our functional currency is the U.S. dollar. A portion of our premiums are written in currencies other than the U.S. dollar and a 
portion of our loss reserves are also in foreign currencies. Moreover, we maintain a portion of our investments in currencies other than 
the U.S. dollar. We currently have a Japanese yen forward contract to hedge against the fall in the value of our yen denominated 
securities versus the U.S. dollar, but this contract may not completely protect us if the value of the yen decreases significantly. We may, 
from time to time, experience losses resulting from fluctuations in the values of the Japanese yen or other foreign currencies, which 
could adversely affect our operating results. 

OUR ABILITY TO BORROW IS LIMITED BY FAIRFAX’S BANK CREDIT FACILITIES WHICH COULD HAVE AN 
ADVERSE EFFECT ON OUR FINANCIAL CONDITION.

      The current agreements governing Fairfax’s bank credit facilities with its banks prevent any subsidiaries of Fairfax from borrowing 
money. Although Fairfax intends to seek a modification of these agreements as they pertain to us, our financial flexibility in the future 
will be limited by the terms of those agreements if Fairfax is unable to obtain such a waiver. 
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WE ARE A HOLDING COMPANY AND ARE DEPENDENT ON DIVIDENDS AND OTHER PAYMENTS FROM OUR 
OPERATING SUBSIDIARIES, WHICH ARE SUBJECT TO DIVIDEND RESTRICTIONS.

      We are a holding company whose principal source of funds is cash dividends and other permitted payments from our operating 
subsidiaries, principally Odyssey America. If our subsidiaries are unable to make payments to us, or are able to pay only limited 
amounts, we may be unable to pay dividends or make payments on our indebtedness. The payment of dividends by our operating 
subsidiaries is subject to restrictions set forth in the insurance laws and regulations of Connecticut, Delaware and the United Kingdom. 
See “Insurance Regulatory Matters — Dividends.” 

OUR BUSINESS IS PRIMARILY DEPENDENT UPON A LIMITED NUMBER OF UNAFFILIATED REINSURANCE 
BROKERS AND THE LOSS OF BUSINESS PROVIDED BY THEM COULD ADVERSELY AFFECT OUR BUSINESS.

      We market our reinsurance products worldwide primarily through reinsurance brokers, as well as directly to our customers. Five 
brokerage firms accounted for 68%, 66% and 64% of our net premiums written for the years ended December 31, 1998, 1999 and 2000, 
respectively, in the Americas division. Loss of all or a substantial portion of the business provided by these brokers could have a material 
adverse effect on us. 

OUR RELIANCE ON PAYMENTS THROUGH REINSURANCE BROKERS EXPOSES US TO CREDIT RISK.

      In accordance with industry practice, we frequently pay amounts owing in respect of claims under our policies to reinsurance 
brokers, for payment over to the ceding insurers. In the event that a broker fails to make such a payment, depending on the jurisdiction, 
we might remain liable to the ceding insurer for the deficiency. Conversely, in certain jurisdictions, when the ceding insurer pays 
premiums for such policies to reinsurance brokers for payment over to us, such premiums will be deemed to have been paid and the 
ceding insurer will no longer be liable to us for those amounts, whether or not we have actually received such premiums. Consequently, 
in connection with the settlement of reinsurance balances, we assume a degree of credit risk associated with brokers around the world. 

OUR COMPUTER AND DATA PROCESSING SYSTEMS MAY FAIL OR BE PERCEIVED TO BE INSECURE, WHICH 
COULD ADVERSELY AFFECT OUR BUSINESS AND DAMAGE OUR CUSTOMER RELATIONSHIPS.

      Our business is highly dependent upon the successful and uninterrupted functioning of our computer and data processing systems. 
We rely on these systems to perform actuarial and other modelling functions necessary for writing business, as well as to process and 
make claims payments. We have a highly trained staff that is committed to the continual development and maintenance of these systems. 
However, the failure of these systems could interrupt our operations or materially impact our ability to rapidly evaluate and commit to 
new business opportunities. If sustained or repeated, a system failure could result in the loss of existing or potential business 
relationships, or compromise our ability to pay claims in a timely manner. This could result in a material adverse effect on our business 
results. 

      Our insurance may not adequately compensate us for material losses that may occur due to disruptions in our service as a result of 
computer and data processing systems failure. We do not maintain redundant systems or facilities for all of our services. 
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      In addition, a security breach of our computer systems could damage our reputation or result in liability. We retain confidential 
information regarding our business dealings in our computer systems. We may be required to spend significant capital and other 
resources to protect against security breaches or to alleviate problems caused by such breaches. Any well-publicized compromise of 
security could deter people from conducting transactions that involve transmitting confidential information to our systems. Therefore, it 
is critical that these facilities and infrastructure remain secure and are perceived by the marketplace to be secure. Despite the 
implementation of security measures, this infrastructure may be vulnerable to physical break-ins, computer viruses, programming errors, 
attacks by third parties or similar disruptive problems. In addition, we could be subject to liability if hackers were able to penetrate our 
network security or otherwise misappropriate confidential information. 

WE MAY NOT BE ABLE TO ALLEVIATE RISK SUCCESSFULLY THROUGH RETROCESSIONAL ARRANGEMENTS 
AND WE ARE SUBJECT TO CREDIT RISKS WITH RESPECT TO OUR RETROCESSIONAIRES.

      We attempt to limit our risk of loss through retrocessional arrangements, including reinsurance agreements with other reinsurers, 
referred to as retrocessionaires. The availability and cost of retrocessional protection is subject to market conditions, which are beyond 
our control. As a result, we may not be able successfully to alleviate risk through retrocessional arrangements. In addition, we are subject 
to credit risk with respect to our retrocessions because the ceding of risk to retrocessionaires does not relieve us of our liability to the 
companies we reinsured. 

      We purchase reinsurance coverage to insure against a portion of our risk on policies we write directly. We expect that limiting our 
insurance risks through reinsurance will continue to be important to us. Reinsurance does not affect our direct liability to our 
policyholders on the business we write. Although our current reinsurance program is primarily maintained with reinsurers rated “A” 
(Excellent) or better by A.M. Best, a reinsurer’s insolvency or inability to make payments under the terms of its reinsurance agreements 
with us could have a material adverse effect on us. In addition, we cannot assure you that reinsurance will remain available to us to the 
same extent and on the same terms as are currently available. 

OUR BUSINESS COULD BE ADVERSELY AFFECTED AS A RESULT OF POLITICAL, REGULATORY, ECONOMIC OR 
OTHER INFLUENCES IN THE INSURANCE INDUSTRY.

      The insurance industry is highly regulated and is subject to changing political, economic and regulatory influences. These factors 
affect the practices and operation of insurance and reinsurance organizations. Federal and state legislatures have periodically considered 
programs to reform or amend the U.S. insurance system at both the federal and state level. Recently, the insurance and reinsurance 
regulatory framework has been subject to increased scrutiny in many jurisdictions, including the United States and various states in the 
United States. 

      Changes in current insurance regulation may include increased governmental involvement in the insurance industry or may otherwise 
change the business and economic environment in which insurance industry participants operate. In the United States, for example, the 
states of Hawaii and Florida have implemented arrangements whereby property insurance in catastrophe prone areas is provided through 
state-sponsored entities. The California Earthquake Authority, the first privately financed, publicly operated residential earthquake 
insurance pool, provides earthquake insurance to California homeowners. 

      Such changes could cause us to make unplanned modifications of products or services, or may result in delays or cancellations of 
sales of products and services by insurers or reinsurers. Insurance industry participants may respond to changes by reducing their 
investments or postponing investment decisions, including investments in our products and services. We cannot predict the future impact 
of changing law or regulation on our operations; any changes could have a material adverse effect on us or the insurance industry in 
general. 

35



                  

RISKS RELATED TO THIS OFFERING AND OUR COMMON STOCK

BECAUSE OUR CONTROLLING STOCKHOLDER INTENDS TO RETAIN CONTROL, YOU MAY BE UNABLE TO 
REALIZE A GAIN ON YOUR INVESTMENT IN OUR COMMON STOCK IN CONNECTION WITH AN ACQUISITION BID.

      Immediately upon completion of this offering, Fairfax, through its wholly-owned subsidiaries TIG and ORH Holdings, will own 74% 
of our outstanding common stock, or approximately 71% if the underwriters’ over-allotment option is exercised in full. Consequently, 
Fairfax will be in a position to determine the outcome of corporate actions requiring stockholder approval, including: 

 •  electing members of our board of directors;
 
 •  adopting amendments to our charter documents; and
 
 •  approving a merger or consolidation, liquidation or sale of all or substantially all of our assets.

      In addition, Fairfax has provided us, and after completion of this offering will continue to provide us, with certain services. All of our 
directors, except for Mr. Barnard, also are directors or officers of Fairfax or certain of its subsidiaries. Conflicts of interest could arise 
between our company and Fairfax or one of its subsidiaries, and any conflict of interest may be resolved in a manner that does not favor 
us. 

      Fairfax intends to retain control of us and cannot foresee any circumstances under which it would sell a sufficient number of shares 
of our common stock to cause it not to retain such control. In order to retain control, Fairfax may decide not to enter into a transaction in 
which our stockholders would receive consideration for their shares that is much higher than the cost of their investment in our common 
stock or the then current market price of our common stock. Any decision regarding the ownership of us that Fairfax may make at some 
future time will be in its absolute discretion. 
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